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OATH OR AFFIRMATION

3, __ Carol P. Mathis , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

RBS Greenwich Capital , as
of __December 31 ,2003 , are true and correct. | further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

N ) //(‘.
[ LA LT
[Zaa

Chief Financial Officer
Title

Néfary Public

This report ** contains (check all applicable boxes):

& (a) Facing Page.

B (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

E (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

X (D Statement of Changes in Liabilities Subordinated to Claims of Creditors.

T (g) Computation of Net Capital.

8 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

g o Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

g G A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

o (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

8 i) AnOathor Affirmation.

0 “m) A copy of the SIPC Supplemental Report. :

O () Arepon describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

Fror conditions of confideniial ireatment of certain portians of this filing, see sectiors 240.1 7a-5(ej(3).
{0) Echedule of Segregaticn Requirements and Funds in Segregation pursuant to the

Commodity Futures Trading Commission Regulation 1.32.

¥ fp> Schedule of Secured Amounts and Funds Held in Seperate Accounts for Foreign
Futures and Fbreign Option Customers pursuant to Commodity Futures Trading
Commiscion Regulation 30.7.

LoDy
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INDEPENDENT AUDITORS’ REPORT

To the Board of Director of
Greenwich Capital Markets, Inc.

We have audited the accompanying statement of financial condition of Greenwich Capital Markets, Inc.
(the “Company”) as of December 31, 2003, and the related statememts of income, cash flows, changes in
stockholder’s equity, and changes in subordinated liabilities for the year then ended that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and Regulation 1.16 under the
Commodity Exchange Act. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. Our procedures
included a review of the Company’s control activities for safeguarding securities. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonablc
basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
Greenwich Capital Markets, Inc. at December 31, 2003, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The unconsolidated supplemental schedules (g}, (h), (i), (o) and {p) listed in the accompanying table
of contents are presented for purposes of additional analysis and ase not a required part of the basic
firancial statements, but are supplementary information required by Rule 17a-5 under the Securities
Exchange Act of 1934 and the regulations under the Conumodity Exchiange Act. These schedules are the
responsibility of the Company’s management. Such schedules have been subjected to the auditing

procedures 2pplied in our audit of the basic financial statements and. in our opinion, are fairly stated in all
materiel regpects when considered in relation (o the basic financial statements taken as a whole.

7 z,é«,_‘ 4 Q// ﬁa«/ r‘ LLP

Jameary 28, 2004



GREENWICH CAPITAL MARKETS, INC.

STATEMENT OF FINANCIAL CONDITION

December 31, 2003
(in millions except share data)

ASSEYS

Cash and cash equivalents
Cash and securities segregated under federal
agd other regulations
Receivables from brokers, dealers and other institutions
Securities purchased under agreements to resell and
other collateralized financing arrangements
Trading assets
Securities and other financial instruments owned ($29,286
pledged as colateral)
Derivative contracts
Acerued interest receivable

Other assets

Total Assets

LIABILITIES AND STOCKHOLDER'S EQUITY

Shom-term borrowings
Payables to brokers, dealers and other institutions
Securities sold under agreements to repurchase and
Other collateralized financing arrangements
Trading liabilities
Secarities and other financial instruments sold,
but not yet purchased
Derivative contracts
Accrued interest payable
Otherfiabilities
Subordinated debt

Total Liabilities

STOCKHOLDER'S EQUITY

Common stock, par value $1 per share, 10,000 shares authorized,

8.000 shares issued and outstanding
#dditignal paid-in-capital
Retained earnings

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

The gecomornving vires are 2n s rrl ool a e

$ 186

57
2,588

44,147
31,093
96

244
24

$ 78,435
3 63
1,747
52,772
21,745
127

217

481

105

77,257

511
667

1,178

$ 78,455




GREENWICH CAPITAL MARKETS, INC.
STATEMENT OF INCOME

For the Year Ended December 31, 2003
(in millions)

REVENUES
Trading $ 215
FCM commissions 23
Fee and other income 135
Interest income 2,354
Total revenues 2,727

Interest expense
Net revenues

OPERATING EXPENSES
Compensation and benefits
Brokerage commissions and clearance
Communications and data processing
Occupancy
Professional services and other

Total operating expenses

INCOME BEFORE TAXES
PROVISION FOR INCOME TAXES

NET INCOME $

1,975

752

281
52
24
I

376

The accompanying noies are an nezral partof T o aenens o e
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GREENWICH CAPITAL MARXETS, INC.

STATEMENT OF CHANGES IN STOCKHOLDER'’S EQUITY

For the Year Ended December 31, 2003

(in millions except share data)

Additional Total
Common Paid-in Retained Stockholder's
Stock ™ Capital Earnings Equity
BA1.ANCE, JANUARY 1, 2003 S $ 511 % 654 § 1,165
Net income 243 243
Dividend to parent (230) (230)
SALANCE, DECEMBER 31, 2003 $ 5 511 § 667 $ 1,178

™ Shares authorized 10,000; 8,000 shares issued and outstanding from January 1, 2003 through

December 31, 2003. Par value $1.

The accompanying notes are an integral part of thes & Ninanrist amements.

4



GREENWICH CAPITAL MARKETS, INC.

STATEMIENT OF CHANGES IN SUBORDINATED DEBT

For the Year Ended December 31, 2003

(in millions)

Subordinated debt at January 1, 2003

Decreases:
one

Inereases:
nope

Subsrdinated debt at December 31, 2003

4

$ 105
505

The accompanyirg Fotes are an integral mer of thess Ueanin s



GREENWICH CAPITAL MARKETS, INC.
STATEMENT OF CASH FLOWS

For the Year Ended December 31, 2003
(in millions)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 243
Adjustments to reconcile net income to net cash used in
operating activities:
(Increase)/decrease in operating assets
Cash and securities segregated under federal and other regulations 16
Receivables from brokers, dealers and other institutions 697
Trading assets (11,909)
Accrued interest receivable (15)
Other assets 9
Increase in operating liabilities
Payables to brokers, dealers, and other institutions 679
Trading habilities 3,381
Accrued interest payable 21
Other liabilities 89
Net cash used in operating activities (6,849)
CASH FLOWS FROM FINANCING ACTIVITIES
Securities sold under agreements to repurchase and
other collateralized financing arrangements, net 7,185
64)

Short-term borrowings, net

Payment of cash dividend to parent (230)

Net cash provided by financing activities 6,891

Netincrease in cash and cash equivalents 42

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 144

CASH AND CASH EQUIVALENTS, END OF YEAR 3 186
Supplemental cash flow information:

Income tax payments to parent $ 138

$ 1,954

Interest payments

he acoemmanyin notes sre anitterrsl ot himons W
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GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

Organization and Nature of Business

Grenwich Capital Markets, Inc. (“GCM™) is a wholly owned subsidiary of Greenwich
Capital Holdings, Inc. (“Holdings™). Holdings is an indirect whotly owned subsidiary of The
Reyal Bank of Scotland Group ple (“RBS™). GCM is engaged in the sale, trading and
fimncing of fixed income instruments and related derivatives and futures. It transacts
Primarity with institutional counterparties, government sponsored entities and clients.

GQM is a Securities and Exchange Commission (“SEC™) registered broker-dealer, a primary
deder of U.S. Government securities and a Commodity Futures Trading Commission
("CFTC"”) designated Futures Commission Merchant (“FCM™). GCM is principally engaged
in fhe purchase, sale and financing of U.S. Treasury, U.S. Agency and mortgage backed
Secerities, and the execution and clearance of exchange traded futures and options on futures
conracts. GCM also trades over-the-counter options on U.S. Treasury securities.

Sigaificant Accounting Policies

Bask of Presentation / Use of Estimates

Thee financial statements have been prepared in accordance with accounting principles
gengally accepted in the United States of America that require management to make
estimates and assumptions regarding trading inventory valuations and other matters that
affeg the financial statements and related disclosures. These estimates and assumptions are
based on judgment and available information and, consequently, actual results could be
matesially different from these estimates.

Cashand Cash Equivalents

GCN has defined cash equivalents as highly liquid investments including money market
1mstrements, federal funds sold and overnight time deposits with original maturities of three
monds or dess. Substantially all cash is on deposit with a major money center bank.

Transfers of Financial Assets

GCM accounts for transfers of financial assets under the provisions of Statement of Financial
Accaunting, Standards (“SFAS™) No. 140, “Accounting for Transfers and Servicing of
Finagcial Aussets and Extinguishments of Liabilities — a Replacement of FASB Statement No.
125", Under SFAS No. 140, transfers of financial assets are accounted for and reported
based upor: the application of a financial-components approach that focuses on control.
Under this approach. after a wansfer of financial assets, an entity recognizes the assets it
Centrgls ari the liabilities it has incurred, derecognizes financial assets when control has been
suregdered, and derecognizes Habilities when extinguished. Transfers of financial assets
where the transferor has surrendered control over the transferred assets are accounted for as
nales, Otherwise, transfers are accounied for as collateralized financing 2rrangements.

Collezeraiized Finarncing Arrangeiments
Secunties purchased under agreements to resell wnd scc
vépizhase are treated as coilateralized financing frapract

scld under agreemsnis to
nd ore carried ai the cornac
“ve Drincip

Contirieg
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GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

amounts are presented on a net-by-counterparty basis pursuant to Financial Accounting
Standards Board (“FASB”) Interpretation No. 41 (“FIN 41”), “Offsetting of Amounts Related
toCertain Repurchase and Reverse Repurchase Agreements’.

Securities borrowed and securities loaned, respectively, are carried at the amounts of cash
collateral advanced and received in connection with those transactions. Interest is accrued at
the stipulated contract rate. It is GCM's policy to monitor the value of the securities
borrowed and loaned on a daily basis and to obtain additional collateral as is necessary.

Securities Transactions

Regular-way securities transactions are recorded on the statement of financial condition on
trade date and carried at fair value. Fair value is based generally on quoted market prices or
dealer price quotations. To the extent that prices are not readily available, fair value is based
on either intermal valuation models or management's estimate of amounts that could be
realized under current market conditions, assaaming an orderly liquidation over a reasonable
period of time.

Realized and unrealized gains and losses on financial instruments, commission income and
related expenses are recorded on a trade date basis in the statement of income.

Securities transactions in the forward market and when-issued transactions are recorded at
full vajue in the statement of financial condition on a settlement-date basis. The mark-to-
market values of these transactions are recorded on the statement of financial condition from
trade date through settlement date.

Receivables and payables arising from unsettled securities transactions that have not reached
their contractual settlemnent date are recorded net on the statement of financial condition.

Derivative Contracts

A derivative contract is a financial instrument whose value is derived from an underlying
instrument, index or rate. Derivative instrument s include option, forward or futures contracts.
A derivative contract generally represents future contractual commitments to exchange cash
settlements based upon interest rates or other payment streams and agreed upon notional
ZTNolnts of commitments tg purchase or sell cextain financial instruments at a specified time
and price.

GCM accounts for derivative contracts under the provisions of SFAS No. 133, “Accounting
for Derjvative Instruments and Hedging Activities,” as amended by the provisions of SFAS
No. 138, “Accounting for Certain Derivative Ins.truments and Certain Hedging Activities”, an
amendment of FASB Statement No. 133 and SFFAS No. 149 “Amendment of Statement 133
o0 Derivative Instruments and Fedging Activities.”

The fair vatue of derivative contrzots includinig forwards and opiions is reported in the
“atement of financial condition on t-ade ¢ ite 25 an asset or Jiahility under Trading assais or
“Tading liebilites. Derivative conicois o7, marked-io-market daily vith resuliing unreshized
28ins or losses recorded on the izie et ipcome. Derivative
set-hy-counterparty basis where sep opr’ -+ and where a lzgal 1
“nioiceable master nctting a; Xi3 o ogant 1o FASE Irrerpreizton o w300
Toiening of Amounts Related S0 1in omracts.”




GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

The fair value of exchange-traded derivative instruments such as futures and certain option
contracts are determined by quoted market prices. The fair value of derivative contracts
negotiated in the over-the-counter (“OTC”) markets is based on dealer price quotations or
pricing models which consider, among other factors, current and contractual market prices,
credic spreads, market liquidity, time value and yield curve and volatility factors of the
underlying positions.

Securitization Activities
When GCM securitizes financial assets such as securities, it may retain, among other items,
interest-only strips, residual securities and one or more tranches, all of which are retained
interests in the securitized assets. These financial instruments are carried at fair value. To
obtain fair values of retained interests, quoted market prices are used, if available. Where
- market quotations are not available, GCM estimates the fair value of retained interests using
management’s best estimate of certain key assumptions including prepayment speeds, credit
losses and forward yield curves, in conjunction with determining the present value of future
expected cash flows.

Gains or losses on sales of securities depend in part on the previous carrying value of the
financial assets transferred, allocated between the assets sold and retained interest based on
their relative fair value at the date of transfer.

Fee and FCM Commission Income

Fee income, which is recorded as eamed, includes revenues generated primarily from
providing underwriting, structuring and advisory services. Underwriting expenses are
deferred and recognized at the time the related revenue is recognized. FCM commission
income is recorded on trade date.

Income Taxes

GCM accounts for income taxes under the provisions of SFAS No. 109, “Accounting for
Income Taxes”. Under SFAS No. 109, deferred income taxes are provided based upon the
net fax affects of temporary differences between the financial reporting and tax bases of
assefs and liabilities. In addition, deferred income taxes are determined using the enacted tax
rates and laws which are expected to be in effect when the related temporary differences
reverse.  GCM is included in the consolidated U.S. Federal and certain combined state
income tax returns of Holding's U.S. holding company parent, NatWest Group Holdings
Corporation. In accordance with a tax-sharing agreement with Holdings, the provision for
income taxes reflected in the financial statements is computed on a separate company basis
nd the resulting balances are settled regularly with Holdings.

New Accounting Pronouncements

~In Janvary 2003, the PASB issued Financial Interpretation No. 46 (“FIN 46, “Consolidation
of Variable Interest Entities, an Interpretation of ARB 517, which provides guidance to
determine when citerprises should consolidete veriable interest entities (“VIE's™). In
gereral, » VIE is an entty whose eguity investors either (8) do not provide sufficient
escurces i enable the VIE 10 finance its activitios witheaut sdditional inancial support from
any paries or (b leck erther decision making amnbon o 10 absorb the expected
W0s5us of the entity, or the right 1o receive the e vrne of Uie entity.




GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

FIN 46 requires that a VIE be consolidated by the party, referred to as the primary
beneficiary, who is subject to the majority of the expected losses of the VIE or entitled to
receive the majority of the expected residual returns of the VIE or both. FIN 46 is effective
for 2l public entities that have interests in VIE's as of December 31, 2003. Under FIN 46
and agsociated guidance, ““public entities” have been defined to include any entity that is
contmlled by an entity whose equity securities trade in a public market, whether through
domestic or foreign stock exchanges or OTC markets. Because RBS equity securities trade
On 3public market and GCM is controlled by RBS, GCM meets the definition of a “public
entity” under FIN 46.

in December 2003, the FASB issued a revised version of FIN 46 (referred to as “FIN 46R”)
whith amended certain reporting and disclosure requirements, and various definitions of
€eTta& terms. The revisions to FIN 46 as noted in FIN 46R are required to be adopted by
publig entities no later than the first reporting period after March 15, 2004 though they may
Be adopted prior to such date. GCM has adopted FIN 46R for all VIE’s in which it holds a
varigile interest as of December 31, 2003 and the adoption did not have a material impact on
GCMs financial statements as of and for the year ended December 31, 2003.

'ﬂh‘e FASB continues to provide additional guidance on implementing FIN 46. As further
@"dfuce is provided and finalized, GCM will continue to review the status of VIE's with
whickis is involved and make any adjustments if required.

Cashand Securities Segregated Under Federal and Other Regulations

A D&ember 31, 2003, securities owned with a fair value of $56.7 million and securities
®CClved as collateral via securities purchased under agreements to resell transactions with a
fﬁ}f Vilue of $144.2 million were in segregation accounts in accordance with SEC rules. A
withdawal of securities with a fair value of $38.2 million was made on January 5, 2004 for
the fixg} establishment of the reserve deposit pursuant to SEC Rule 15¢3-3.

C?Sh dalued at $0.5 million at December 31, 2003 was in a segregation account in accordance
vwith GFTC regulations.

Setusgties and Qther Finarcial Instruments

Seturiies and other financial irxstruments owned and sold, but not yet purchased at December
3% 2093 are summarized as foflows (in millions):

Type of instrument Assets Liabilities

LIS, Government obligaticas $ 144989  $19,041.3

“-F'.S, Government Agency ©bligations 13,386.5 2,703.5

NMertgage-backed obligetians 3.207.5 -
221.092.9

LODORLEG
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GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STA’K’}EMENTS

5.

Fair Value Information

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments” requires GCM to
report the fair value of financial instruments, as defined. Substantially all of GCM's financial
mstruments are carried at fair value or amounts that approximate fair value. Financial
mstruments not carried at fair value approximate fair value as they are short-term in nature,
bear interest at current market rates or are subject to frequent repricings.

At December 31, 2003, substantially all of GCM’s assets and liabilities were carried at fair
value or amounts that approximate fair value.

Berivative Financial Instruments

In the normal course of its business, GCM enters into various transactions involving
dertvative instruments, including futures and forward contracts, exchange-traded and OTC
options, and mortgage-backed to-be-announced securities. Risk in these derivative

. tansactions involves both the risk of counterparty non-performance under the terms of the

contract and the risk associated with changes in the fair value of the derivative contracts and
underlying instruments, GCM’s position in derivative contracts is generally economically
hedged through the purchase or sale of other interest rate sensitive financial instruments.

GCM’s exposure to credit risk in derivative contracts at any point in time is represented by

the fair value of derivative contracts reported as trading assets, net of any trading liabilities

where appropriate and where a legal right of set-off exists under enforceable netting

agreements pursuant to FIN 39. Potential future exposure represents additional exposure to

;Tredit risk to which GCM may be subject. GCM mitigates these exposures as described in
ote 7.

The fair values of derivative contracts are reflected on the statement of financial condition on
a net-by -counterparty basis in accordance with GCM’s netiing policy, when appropriate.

Listed below are brief descriptions of various derivative instruments.

Forward and Futures Contracts

Forward contracts provide for the delayed delivery of securities with the seller agreeing to
make delivery at a specified future date, at a specified price or yield. Specifically, forwards
are OTC contractual commitments to purchase or sefl a specified amount of a financial
insirument, foreign cuirency or commodity at a future date at a predetermined price.

Futures contracts are exchange-traded contraciual commitimicnts to either receive or purchase
or deliver or sell a standard amount or value of a financial instrument or commodity at a
tled fuiure date and price. Mainteining ¢ fuiures conyrrct reguires the holder on a daily
“a8is to cepeorit with the exchange an cmount Of cash or other specified assets as secwrity for
fis oblication. As sucl, credit risk arisi ©exchange-i red producis s iimited. Turures
23 by physical de

N e . - PETEPIP it
comsirament, ¢cash st e

can be scud

<
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GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

To-be-announced Transactions

To-be-announced (“TBA™) transactions are forward contracts pertaining to undefined pools
of mortgages which give the purchaser or seller a right or cbligation to receive or deliver
mortgage securities in the future. TBA's subject the holder to both interest rate risk and
principat prepayment risk.

Options

GCM emnters into various types of option contracts including exchange-traded and OTC
contracts, bond options and interest rate options. Option contracts provide the purchaser (or
holder) of the option with the right, but not the obligation, to buy or sell a financial or other
mstrument or index at a pre-defined price, term and quantity. Option holders are subject to
credit risk since the counterparty may be obligated to make payments under the terms of the
contract. Option sellers are not typically subject to credit risk but are subject to market risk
since the seller may be obligated to make payments under the terms of the contract.

Risk Management

As 2 major participant in the fixed income and asset-backed markets, GCM is exposed to
various and multiple risks that arise in the normal course of its business. Two significant risks
which GCM is subject are market risk and credit risk. Additionally, GCM is exposed to
operational, legal and financial control risks.

Market risk arises from the potential changes in the fair values of GCM’s trading assets and
liabifities. “Components of market risk include exposures to changes in the level or volatility
of interest rates, foreign exchange rates, credit spreads and prepayment speeds. GCM’s
exposure 1@ market risk is affected by certain factors including the volatility and liquidity of
the markets in which GCM participates as well as the interrelationships between GCM’s
trading assets and liabilities.

Credit risk arises from the potential that a counterparty to a transaction with GCM or an
issuer of securities or underlying instruments held by GCM might fail to perform under its
cantractual obligations, which could result in GCM incurring losses.

Operationa¥, legal and financial control risk relate to losses GCM may incur due to, among
various iters1s, potential operational problems regarding execution and settlement, deficiencies
inlege] documentation or compliance, and inadequacies in financial control systems.

50 monitors and controls its risk exposures on 2 daily basis through a multi-faceted and
inerx ated series of financial, credit and risk manzgement monitoring systems and,
s ngly, believes that it has effective procedures for evaluating and limiting the credit,
and oilier risks to which it is subject. GCM’s senior menagement have an active role
2 -isk rienagement process and through documenied pelicies end procedures. require that
ort and business groups participaie i pres Cing woniering and oversight

. DY P G AT A
o GUA s el sudiior




GREENWICH CAPITAL HIARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

Market risk is monitored daily and controlled through individual and group risk limits,
position limits, management oversight, stress testing and periodic independent pricing
Teviews. GCM attempts to control its market risk exposures through hedging strategies and
Certain statistical monitoring mechanisms, including “Value-at-Risk™ based analyses.

Credit risk is controlled by monitoring counterparty credit exposures and collateral values on
adaily basis, following an established credit approval process which includes reviewing the
financial health of counterparties and requiring collateral to be deposited with GCM when
deemed necessary. Collateral held is generally in the form of U.S. Government securities,
Federal Agency securities, other qualifying financial instruments or cash. GCM has
established credit limits for issuers and counterparties that are also monitored on a daily basis.
GCM further reduces credit risk by entering into enforceable netting agreements and
amangements that enable GCM to terminate the agreement or reset specific contractual terms
upon the occurrence of certain events or time periods.

Operational risk is managed under the oversight of an Operational Risk Committee made up
of the heads of each of GCM’s key operational support areas, and in accordance with a
documented Operational Risk Program (the “Program™). Through the Program, GCM seeks
'0 manage and reduce operational risks through the assignment of responsibility for the
Management of particular risks, the promulgation of documented policies and procedures, a
NCW Products Committee responsible for reviewimg and approving all new products prior to
Introduction, and information systems that monitor and track operational risk events.

Legal risk is managed through the assistance of an in-house Legal Department staffed with
eXperienced attorneys knowledgeable in the firn’s areas of business. GCM's in-house
lawyers work closely with the business on significant transactions, develop and utilize
standard transaction docurnentation, obtain assistamice and advice from experienced outside
counsel as needed, and establish and communicate to employees written policies and
procedures for the proper conduct of the business in accordance with applicable law,
regulations und GCM pelicy.

GCM seeks 1o control and minimize financial control risk through the segregation of
responsibility for key functions involved in the gathering, analysis and presentation of
financia) information, documented policies and  procedures that establish authorized
signatories for various key financial control activities, use of external resources for price
venificetion, and multiple reconciliation and confirmation processes performed at regular
wntervals.,

Conecenirations of Credit Risk

Concenirations of credit risk from financial instruments arise when an entity holds significant
pasitions in a singje jssver or counlerparty or in greuups of issvers or couriterparties that have
crisiics Or arg engaged in a particular indusiy such that their ability 10 meet
b simularly impacied by changes in marker or other conditions.
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GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

that include broker-dealers, commercial banks, mortgage bankers and institutional
counterparties. GCM's exposure to credit risk can be directly impacted by volatile trading
markets which may impair the counterparties' ability to satisfy their obligations to GCM.

GCM s largest concentration of credit risk relates to securities issued by the U.S. Government
and Federal Agencies. At December 31, 2003, securities owned that were obligations of the
U.S. Government or Federal Agencies represented approximately 36% of GCM'’s total assets.
At December 31, 2003, approximately 95% of GCM's securities purchased under obligations
to resell and other collateralized financing arrangements were collateralized by such
obligations, prior to any FIN 41 netting.

‘8. Short-term Borrowings

In addition to obtaining short-term borrowings through the repurchase and securities lending
markets, GCM obtains short-term financing from Holdings. At December 31, 2003, this
borrowing was on an overnight basis and carried an interest rate of 1.1%.

v

Subordinated Debt

At December 31, 2003, GCM had $105.0 million outstanding under a revolving subordinated
loan agreement maturing in October 2006. The borrowing has an interest rate that fluctuates
with Eurodollar rates. The interest rate at December 31, 2003 was approximately 1.9%. The
loan agreement is between GCM and a third party and under the terms of the agreement,
GCM must be in compliance with various covenants, the most restrictive of which requires
the maintenance of a minimum of $150.0 million of stockholder’s equity.

The subordinated borrowing is covered by an agreement approved by the National
Association of Securities Dealers, Inc. and is thus available in computing net capital under
the SEC's "Uniform Net Capital Rule”. To the extent that the borrowing is required for
GCM's continued compliance with minimum net capital requirements, it may not be repaid.

~0. Commitments and Contingencies

Leases and related commitments

GCM has obligations under noncancelable operating leases, principally for office space, that
expire on various dates through 2012. Rent expense, net of sublease income for the year
ended December 31, 2003 was $6.5 million.



GREENWICH CAPITAL MARKETS, INC.

NOTES TO FINANCIAL STATEMENTS

Minimum future rental commitments, net of minimum sublease rentals, under noncancelable
Operating leases are set forth as follows (in millions):

Year Amount
12004 6.5
2005 6.9
2006 , 6.7
2007 6.7
2008 6.8
Thereafter 1.5
$35.]

Liigation

From time to time, GCM may be involved in certain legal and regulatory proceedings arising
Out of the conduct of its business. Management believes, based on currently available
infermation and after consultation with counsel, that the resolution of such proceedings, in
theaggregate, will not have a material adverse effect on GCM’s financial position.

Bomow Versus Pledge

At December 31, 2003, GCM had pledged securities with a fair value of approximately
$178.6 million against borrowed securities with a fair value of approximately $171.5 million.
Thesecurities borrowed and pledged are treated as an off-balance-sheet transaction.

Letters of Credit

At December 31, 2003, GCM was contingently liable for approximately $35.0 million of
letters of credit issued by third party banks on GCM's behalf to satisfy various collateral and
margin deposit requirements.

Securities and other financial instruments sold, but not yet purchased

Securities and other financial instruments sold, but not yet purchased, represent obligations of
GCM 1o purchase securities in the future at prevailing market prices. The future satisfaction
of such obligations may be for amounts greater or less than the amounts recognized on the
#atement of financial condition.

Yorugrd Financing Arrangements

B connection with its finarcing activities, GCM had outstanding commitments to enter into
toilgeralized lendings of $1,595.2 million and collateralized borrowings of $1,643.1 million
i e{December 31, 2003.

Ur Jarwriting Commiiments

b the normal course of business, GCM enters into underwiiting commitments. Transactions
ElEing 10 such commitments that were open at December 31, 2003 and subsequently settled
3G ko mererial impact on e financial statements.
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L Guarantees

kthe normal course of its business, GCM may enter into various types of guarantees with
caunterparties in connection with certain derivative, underwriting, securitization, asset sale
and other transactions. Guarantees that are covered by FASB Interpretation No. 45 (“FIN
45%), “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others”, include contracts that contingently require a
Baarantor to make payments to the guaranteed party based on changes in an underlying that is
telited to an asset, a liability or an equity security of the guaranteed party, contracts that
contingently require the guarantor to make payments to the guaranteed party based on another
entity’s failure to perform under an agreement, and indirect guarantees of the indebtedness of
oflers even though the payment to the guaranteed party may not be based on changes related
©an asset, a liability or an equity security of the guaranteed party.

Derivative Contracts
enters into various derivative contracts that meet the definition of a guarantee under

FIN 45. These derivative contracts primarily include certain written bond put options and
Wwiitten foreign exchange options. At December 31, 2003, GCM was party to derivative
Codracts that potentially met the definition of a guarantee pursuant to FIN 45 with notional
amsunts of approximately $2.7 billion and were recorded within Trading Liabilities -

Bvative contracts at a fair value of $18.1 million. Notional amounts do not represent the
mamum payout and generally overstate GCM's exposure to these contracts. GCM attempts
to mitigate the market risk associated with these activities by entering into a variety of
offsstting derivative contracts and security positions as described in Note 7, Risk

Matagement.

Indsmnifications

1 provides representations ard war:riies to counterparties in connection with, among
other things, certain underwritir > i-ans: ' ons and asset-szies and occasionally indemnifies
those counterparties against poteziizl Jor -~ caused by a breach of those representations and
Wemanties. These indemnificar . are . - narily do.umen ed in standard contractual terms
and are entered into in the no~ . ce - of busimess, Cenerally, there are no stated or
nf}ﬁﬁnal amounts included in ivwse o 0 mniticali ns, & & the events or contingencies
tgeering the obligation toinde-.  *: & . =er- iv:  2xp. edto occur. Further, GCM has
determined that it is not possibl -~ dev > - an- <ur . o of ri2 maximum payout under these
guamntees and indemnificatior 2 cer Ul -C ' has - ¢ recorded any liabilities in the
statement of financial conditir: f ! -00% - zlated to these indemnification
altagpemenits.
Oter Guarantees
GCM is a member of varini- o : « . =5 that trade, settle and clear
secwities and/or futures co _ © . © 5 mbership agreements, GCM
gUarantees the performance o Fol . ' quired to pay a proportionate
thare of the cbligations of sucl. Toar . the event of member defauls.
This risk is mitigated in m:s~ - .  clearinghouses requiring its

meivhers to post collateral. € S Canihe statement of Grancizl
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2rdition as of December 31, 2003 related to these arrangements as it believes that it is
mlikely that it will have to make material payments under such arrangements.

2Ecome Taxes

g i provisions for income taxes are summarized below (in millions):

Current
Federal $ 1369
State 1.1
Deferred
Federal (5.0)
State 0.4
Provision for income taxes $ 1334

Merred income taxes arise principally from other liabilities and compensation that are not
«augtible for tax purposes until future years, income not reflected in the statement of income
W js currently taxable, and the payment of deferred compensation that is currently

diectible for tax purposes.

GBMs provision for income taxes varies from the federal income tax rate of 35% primarily
b>&iuse of state income taxes and nondeductible expenses.

CAM settles the income tax provision with Holdings by agreement through intercompany
aamunts. At December 31, 2003, the amount payable by GCM to Holdings for income taxes
“Edpproximately $11.0 miilion and is included in other liabilities.

13. Cilateral

Intnnection with its trading activities, particularly in U.S. Government and Agency
searities, GCM enters into collateralized repurchase agreements, securities lending
ci@gements and cernain other collateralized transactions. Such transactions may result in
Ciragt exposure in the event the counterparty to the transaction is unable to fulfill its
CC@actual obligations. In accordance with industry practice, repurchase and securities
E,f.zin;:_; arrangements are generally collateralized by cash or securities with a fair value in
=%y of the obligations under the contract.

AxDexember 31, 2003, GCM has accepted collateral that it is permitted by contract or
T By practice to sell or repledge. This collateral consists primarily of securities received
177 @hhectjon with reverse repurchase agreements with institutional clients and other broker
cmdrs. The fair value of such collateral, excluding the impact of FIN 41, at December 31,
<G voas approximately $58.5 billion,

8 normal course of business, this collateral is nprimenty used by GCM 1o cover short sales
At December 31, 2003, stostantizily 2l of thre collatere] has heen

clEedt seaine cecurities sold short ar repladged Ty GO,

5
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14. Securitization Transactions

GCM engages in securitization activities pertaining to certain of ‘its assets including
commercial and residential mortgage related securities, U.S. Government agency
collateralized mortgage obligations, and other types of financial assets. Additionally, GCM
acts as an underwriter in securitizalion transactions involving both client and proprietary
transactions. GCM has classified these activities into two broad securitization categories,
U.S. Agency based and consumer based.

During 2003, GCM received proceeds of approximately $39,882.2 million from securitization
trusts in connection with new securitizations.

GCM recognized net pre-tax gains of approximately $10.6 million relating to these
securitizations. Net pre-tax gains are based upon the difference between the sales prices and
previous carrying values of assets prior to date of sale, are net of transaction specific
expenses, and exclude any results attributable to hedging activities, interest income, funding
costs, changes in asset values prior to securitization date, and retained interest- values
subsequent to securitization date.

In some instances, GCM retained certain interests. GCM typically does not retain a
significant portion of the assets that it securitizes. This reduces the impact that changes to
fair values of retained interests might have on GCM's financial results. '

GCM's retained interests may be subordinated to other investors’ interests. The investors and
securitization trusts have no recourse to G{CM’s other assets for failure of debtors to perform
on the securitized assets. The value of the retained interests varies and is subject to
prepayment, credit and interest rate risks on. the transferred assets.

At December 31, 2003, the fair value of ‘GCM’s retained interests, which are included in
Securities and other financial instruments c-wned on the statement of financial condition, was
approximately $1,867.4 million. These restained interests are composed of approximately
51.619.6 million in U.S. Agency based restained interests and $247.8 million in consumer
based retained interests. These retained interests primarily relate to securities and arose from
securitizations that have taken place in current and prior years.

zsh flows received in 2003 from retained interests held during 2003 in connection with

fecuritizations that took place in current ared prior vears amounted to approximately $158.2
raatlion,

PR § 1 iel
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Key economic assumptions used in measuring the value of retained interests at the date of
securitization resulting from securitizations completed during the year were as follows;

U.S. Agency Consumer
Retained Retained
Assumptions Interests Interests
Prepayment speed 143-651 PSA 4-20 CPRY”
Weighted average life 1-18 years [-7 years
Cash flow discount rate 2.53% 3-20%
Credit losses N/A® N/A®

Key economic assumptions and the sensitivity of the current fair value of retained interests at
December 31, 2003, 1o immediate adverse changes as indicated below in those assumptions
are as follows (dollar amounts in millions):

U.S. Agency Consumer
Assumptions/Impact on Fair Value Retained Retained
Interests Interests
Fair value of retained interests at
December 31, 2003 ' $1.619.6 $247.8
Prepayment SDGEdm 2.50 CPRYY 17-66 CPR"
Impact on fair value of 10% adverse change $2.5 $0.7
Impact on fair value of 20% adverse change $5.0 315
Impact on fair value of 50% adverse change 311.6 $4.0
VWeighted average life 1-18 years 1-4 years
Cash flow discount rate 3-43% 1-45%
Impact on fair value of 10% adverse change $45.8 $8.3
Impact on fair value of 20% adverse change $917 $16.6
Credit losses N/A® N/A®
Impact on fair value of 0% adverse change N/A N/A
Impact on fair value of 20% adverse change N/A N/A
Impact on fair value of 50% adverse change N/A N/A

“Cazastant Prepayment Rate - The CPR range represents the fow and high points of a dynamic CPR curve ‘¥ Population
@sis of securities whose collateral is guaranteed by U.S. Government Sponsored Entities and therefore, no credit loss has
k=3 assumed. ! Population consists of only investment grade senior tranches and therefore. no credit loss has been assumed.
"Pﬂzpayment speed has been stressed on an overall portfelio basis for U.S. Agency retzined interests due 1o the overall
lmicizgeneous nature of the collateral. Consumer retained interests has been stressed on a security level basis.

Tz sensitivities depicted in the preceding table are hypothetical and should be used with
aution. The likelihood of those percent variations selected for sensitivity testing is not
reesssarily indicative of expected market move ments because the relationship of the change
"2 assurnptions to the change in fair value r.iy not be lire. . Also, in this table, the effect
dz variation in a particular assumption ow t. faiv vilue of . retained interest is calculated

wiout changing any other assumpiions. 7 ¢ rilRtonal e the case in actual merket
ca Citions since changes in one factor + St sanpo toother fectors. Funile the
smoativities depicted above do not conil e ome Car GEM T

it gate the impact of any adverse chons C N SRR V) 13
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15. Variable Interest Entities

As discussed in Note 2, FIN 46R requires a variable interest entity to be consolidated by a
company if that company will absorb the majority of expected losses, receive the majority of
the expected residual returns, or both. Prior to the issuance of FIN 46 and FIN 46R, VIE's
were commonly referred to as Special Purpose Entities (“SPE’s™). GCM’s primary
involvement with SPE's relates to securitization transactions in which financial assets such as
loans, securities and other assets are transferred to an SPE who issues securities that are
subsequently sold.

SPE’s that meet certain criteria pursuant to SFAS No. 140 are referred to as “Qualifying
Special Purpose Entities” (“QSPE’s”). QSPE’s are not subject to the requirements of FIN 46
and FIN 46R. The vast majority of GCM’s involvement with securitization transactions and
SPE’s are through QSPE's and accordingly GCM does not consolidate such entities. Rather,
GCM accounts for its interests in QSPE’s based upon 2 financial-components approach
whereby GCM recognizes only the interests it has retained in connection with such QSPE’s.

Collateralized Debt Obligations (“CDQ’s”) are VIE's with which GCM is involved. In
genera] terms, CDO’s are SPE’s that own a diverse portfolio of securities, loans, or both,
issue securities representing interests in the CDQO’s underlying assets and are managed by an
asset manager. GCM’s roles with CDO’s has involved acting as underwriter or placement
agent in client and proprietary transactions. GCM does not retain significant interests in
CDO’s, nor does it manage such assets or have continuing significant involvement with
CDO's. As such, GCM is not required to consolidate such CDO’s. Further, GCM does not
have material interests in other VIE's.

16. Net Capital Requirements

As aregistered Broker-Dealer and Futures Commission Merchant, GCM is subject to the net
capital rules of both the SEC (Rule 15¢3-1) and the CFTC (Regulation 1.17).

Under the SEC’s “Uniform Net Capital Rule,” GCM has elected to compute its minimum net
capital using the alternative method. As such, GCM is required to maintain minimum net
capital of the greater of 2% of aggregate debit iems, as defined in Rule 15¢3-3, or 8% of
custamer plus 4% of non-customers matntenance margin requirement.

At December 31, 2003, GCM had regulatory net - :pital of $626.5 million, which was $601.1
million in excess of its required minimumnet ¢y 2} of $25.4 million.
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¥7Rslated Party Transactions

& the normal course of business, GCM conducts transactions with and provides operational
& administrative support to affiliated companies.  Certain GCM activities, primarily
Brures clearing operations, are guaranteed by National Westminster Bank Plc, a wholly
@med subsidiary of The Royal Bank of Scotland plc.

Be table below summarizes GCM’s assets and liabilities as of December 31, 2003 and
@&M’s revenues and expenses for the year ended December 31, 2003 with affiliated

@mpanies (in millions).

Assets:
Receivables from brokers, dealers and other institutions ' $133
Securities purchased under agreements to resell and other
collateralized financing arrangements 8,722.5
Trading assets — Derivative contracts 9.7
Accrued interest receivable 6.5
Other assets 24
Eabilities:
Short-term borrowings $62.8
Payables to brokers, dealers and other institutions 123.7
Securities sold under agreements to repurchase and other
collateralized financing arrangements 7,202.4
Trading liabilities ~ Derivative contracts 0.1
Accrued interest payable 43
Other liabilities 33.1
Bevenues:
FCM commissions 12.4
Fee income 51.5
Interest income 67.2
Interest expense 73.8

Oprating expenses:

Campensation and benefits (230.9)
Brakerage commissions and clearance ‘ 9.0
Other (16.8)

18 Eimstevee Benefit Plans

12 vrageyglin s .. . . oy ave s N
Lragnyees of GCM are eligible to perticipate in GCM’s 401(k) Plan subject ©
~iscion of varicus eligibiity rcomrements. GCM maiches « portion of cach rori

CONEIwion in cocordance with the Plan docurmnanis,




Schedule 1
GREENWICH CAPITAL MARKETS, INC.
COMPUTATION OF NET €APITAL UNDER RULE 15¢3-1 of the
SECURITIES AND EXCHANGE COMMISSION

as of December 31, 2003
(in thousands)

Total Stgckholder’s equity $1,177,530
¢ Other allowable credits -
¢  Subordinated liabilities 105.000
Total Stockholder’s equity and subordinated Yiabilities 1,282,530
Deductigns:
s Total non-allowable assets from statement of financial condition ( 34,627)
e Aged fadl to deliver deductions ( 11,030)
¢ Commodity futures contracts proprietary capital charges ( 63,353
+  Other deductions and/or charges (_73.577)
( 182,587)
Net capits] before haircuts on securities positioms 1,099,943

Haircutsgn securities:

+ U.S. and Canadian government obligiations (.253,401)
+  State and municipal obligations -
¢ Corporate obligations ( 97,306)
* Options ( 114,456)
¢ QOthers (  3.84D)
*  Undue concentration {_4.425)

(_473.429)

Net Capita] - $ 626,514

Capital requirement:
* 8% of customer, 4% of non-customer ‘margin as required to be segregated
pursuant to the Commodity Exchange: Act, or as shown in formula for reserve

requirement pursuant to SEC Rule 15¢3-3 (plus additional minimum requirements) (__25.382)
Tweess Neg Capital $601,132
Net Capita) jn excess of 5% of apgregate debit itoms as defined in SEC Rule 15¢3-3 $596,056

zizi nent Pursuant to Pacagraph (d)4) of SEC Rule 17 3-5:

Ty A . . . . f
Fierewerg ng differences between thiz compuztion of net capitel and the cor
Iysr the e ; i: i . » PN
2y the Company in its unaudited Part 1 FOCUS Report as of December 31, 2002,

cadine comnpen




Schedule 2

GREENWICH CAPITAL MARKETS, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENT
FOR BROKER-DEALERS UNDER RULE 15¢3-3 of the
SECURITIES AND EXCHANGE COMMISSION

as of December 31, 2003
(in thousands)

Credit balances:

Free credit balances and other credit balances in customers’ security accounts $330418
Customers’securities failed to receive 97,944
Credit balances in firm accounts that are attributable to principal sales to customers 84,515
Credits in all suspense accounts over 30 calendar days _ 1,062

Total credits $513.939

Debit balances:

Debit balances ip customer’s cash and margin accounts $182,273
'Se'curities borrowed to effectuate short sales by customers 172,860
Fail to deliver of customers' securities not older than 30 calendar days 109,876
Aggregate debit items 465,009

Less 3% for alternative method (_ 13.950)

Total 15¢3-3 debits $451,059
Excess of total credits over total debits $ 62,880
Amount held on deposit in segregated bank accounts $ 196,925
Amount of withdrawal made on January 5, 2004, prior to 10 AM (37400
New amount Ii2ld on deposit in segregated bank accounts § 159,524

Statement Pursoant vo Paragraph (39 of SEC Rule 17 &-5:
There were ng ¢ ‘

ferevces betwy

prepared by the Compeny in s unaudiiec
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GREENWICH CAPITAL MARKETS, INC.

INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS PURSUANT TO RULE 15¢3-3 of the

SECURITIES AND EXCHANGE COMMISSION

as of December 31, 2003

Schedule 3

Customers’ fully paid securities and excess margin securities not in the
respondent’s possession or control as of December 31, 2003 (for
which instructions to reduce to possession or control had been issued
as of December 31, 2003) but for which the required action was not

taken by respondent within the time frames specified under Rule 15¢3-3.

Customers’ fully paid securities and excess margin securities for which
instructions to reduce to possession or control had not been issued
as of December 31, 2003, excluding items arising from “temporary
lags which result from normal business operations” as permitted
under Rule [5¢3-3.

[

LN

None

None



Schedule 4
GREENWICH CAPITAL MARKETS, INC.

SCHEDULE OF SEGREGATION REQUIREMENTS AND FUNDS IN SEGREGATION
FOR CUSTOMERS’ REGULATED COMMODITY FUTURES AND OPTIONS
ACCOUNTS PURSUANT to the COMMODITY FUTURES TRADING COMMISSION
REGULATION 1.32

as of December 31, 2003
(in thousands)

SEGREGATION REQUIREMENTS
Netfedger balance:
® (Cash $173.640
®  Securities (at market) 135,446
Netanrealized loss in open futures contracts ( 53.895)

Exdunge traded options:

s Add: market value of open option contracts purchased on a contract market 5.916

¢  Deduct: market value of open option contracts sold on a contract market ( A77)
Net equity 260,630
Accounts liquidating to a deficit and accounts with debit balances (net) 1
Amobnt required to be segregated 260,631

FUNDS ON DEPOSIT IN SEGREGATION

Deposited in segregated funds bank accounts:

* Cash 478
*  Securities representing investments of customers’ funds (at market) 24.250
¢ Securities held {or particular customers or optiom customers in lieu of cash (at market) 99.222

iarging on deposit with clzaring organizations of contract markets:

¢ Cash -
*  Securities held for particular customers or option customers in lieu of cash (at market) 146.000
*  Secunties represznting wnvestments of customer s funds 36.224
Net setilement due from clearing crganizations of contraci markets ( 3.803)

-

Exchange 1raded options:
s

Add: unrealized receivables for option contracis purchased on conrrast markets 5916
*  Deduct: unrealized obligations for aptions contzzcts sold on contract markets ( 437)
St amount in segregation 307.810

LRewss lundg in segregation 3 47,179

(Y
[



Schedule 5

GREENWICH CAPITAL MARKETS, INC.

SCHEDULE OF SECURED AMOUNTS AND FUNDS HELD IN
SEPARATE ACCOUNTS FOR FOREIGN FUTURES AND FOREIGN OPTION CUSTOMERS
PURSUANT to the COMMODITY FUTURES TRADING COMMISSION REGULATION 30.7

as of December 31, 2003

(in thousands)

SEGREGATION REQUIREMENTS

Amount required to be segregated $ 5.899

FUNDS ON DEPOSIT IN SEPARATE REGULATION 30.7 ACCOUNTS -

Securities in safekeeping in a US Bank 10,000
Casbh held at member of Foreign Board of Trade 10,413
Unrealized gain 1.450
Total funds in separate section 30.7 accounis $21.863

Excess funds in segregation $15,964
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Greenwich Capital Markets, Inc.
600 Steamboat Road
Greenwich, CT 06830

In planning and performing our audit of the financial statements of Greenwich Capital Markets, Inc.
(“Company™) for the year ended December 31, 2003 (on which we issued our report dated January 28,
2004), we considered its internal control, includin g control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements and
not to provide assurance on the Company's internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934 and Regulation 1.16 under
the Cqmmodity Exchange Act, we have made a study of the practices and procedures (including tests of
compliance with such practices and procedures) followed by the Company that we considered relevant to
the objectives stated in Rule 17a-5(g) and Regulation 1.16: (1) in making the periodic computations of
aggregate debits and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)
(including the practices and procedures followed by the Company in making the periodic computations for
proprietary accounts of introducing brokers (*'PAIB™)); (2) in making the quarterly securities examinations,
counts, verifications and comparisons, and the recordation of differences required by Rule 17a-13; (3) in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of the
Board of Governors of the Federal Reserve System; (4) in obtaining 2nd maintaining physical possession or
control of ali fully paid and excess margin securities of customers 2s required by Rule 15¢3-3; and (5) in
making the daily computations of the segregation requirements of Section 4d(2) and Regulation 30.7 under
the Commodity Exchange Act.

The management of the Company is responsible for cstablishing an<d maintaining internal control and the
practices and procedures referred (o in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of internal
controi and of the practices and procedures referred 1o in the precediing paragraph, and to assess whether
thote practices and procedures can be expected to achieve the Securities and Exchange Commission’s and
the Commodity Futures Trading Commission’s (the “Commissions™) above-mentioned objectives. Two of
the objectives of internal conrrol and the practices and procedures are o provide management with
reasonable, but not absolute, assurance that assets for which the Coinpany has responsibility are
safegunrded agzinst loss from wnauthorized acawisition. use, or disposition, 2nd that transactions are
executed in accordarice with managerment’s authorization : nd recerd >}y (e parmit e preparation of
fivom0iel sintements in cenformity with accounting ywine plos goor !
Arnerica. Rule 17a-5(g) and Regulation 116/} 2) 1

listed in the pr

in the United St o

v paragraph.
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&eenwich Capital Markets, Inc.
Bnuary 28, 2004
Hge 2

Recause of inherent limitations in any internal control or the practices and procedures referred to above,
mssiatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of
de internal control or of such practices and procedures to future periods are subject to the risk that they
myy become inadequate because of changes in conditions or that the degree of compliance with the
pactices or procedures may deteriorate.

Qe consideration of the Company’s internal control would not necessarily disclose all matters in the
Gampany's internal control that might be material weaknesses under standards established by the American
Imitute of Certified Public Accountants. A material weakness is a condition in which the design or
agration of one or more of the internal control components does not reduce to a relatively low level the
ik that misstatements caused by error or fraud in amounts that would be material in relation to the
fmancial statements being audited may occur and not be detected within a timely period by employees in
thenormal course of performing their assigned functions. ‘However, we noted no matters involving the
‘Canpany’s internal control and its operation, including control activities for safeguarding securities, that
weconsider to be material weaknesses as defined above.

‘Wi understand that practices and procedures that accomplish the objectives referred to in the second
‘pazgraph of this report are considered by the Commissions to be adequate for their purposes in accordance
witi the Securities Exchange Act of 1934, the Commodity Exchange Act and related regulations, and that
pratices and procedures that do not accomplish such objectives in all material respects indicate a material
inakquacy for such purposes. Based on this understanding and on our study, we believe that the
Caompany’s practices and procedures were adequate at December 31, 2003, to meet the Commissions’
objtives.

Thi report is intended solely for the information and use of the board of directors, management, the
Seawities and Exchange Commission, the National Association of Securities Dealers, Inc., the Commodity
Futmes Trading Commission, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities
Exdange Act of 1934 or Regulation 1.16 under the Commodity Exchange Act in their regulation of
regrered brokers and dealers and futures commission merchants, and is not intended to be and should not
be wed by anyone other than these specified parties.

Yous troly,

) MLy o Toudd L4V



